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Issues Addressed

Overall
• This presentation presents an approach for minimize the risk of Tier 2 cost migration to 

Tier 1 resulting from a customer default.

Background
• Connection to Regional Dialogue Policy
• Connection to Regional Dialogue Framework

Proposal
• Contract language modifications
• TRM/HWM language modifications
• Additional concept to explore

Conclusion
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Background

• From the Long-Term Regional Dialogue Final Policy (Page 19):

– Power service at either Tier 1 or 2 rates will be sold on a take-or-pay basis. A 
customer’s failure to pay for its power will put its rights to purchase Federal power 
at risk since all requirements power purchases will be a part of the same contract 
and business relationship. In addition, BPA intends to assess the credit status of all 
of customers that make purchases at Tier 2 rates and will explore additional
creditworthiness requirements during the contract, product development and TRM
processes.

• Customers reiterated their interest in ensuring BPA institutes ways to protect customers 
that only purchase power at Tier 1 rates from the costs serving customers at Tier 2 rates.  
Specifically, the customers included the following Regional Dialogue Customer Priority in 
a list submitted to BPA in October:

– BPA Tier 2 contracts should ensure payment of all costs by Tier 2 purchasers.  They 
should contain provisions that permit BPA to obtain further financial assurances to 
ensure payment from those purchasers, and that obligate BPA to seek coverage of 
Tier 2 payment shortfalls from those purchasers.  Customers taking Tier 2 from BPA 
must have meaningful input on the resource costs included in such Tier 2 rates.
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Background, continued…
• Regional Dialogue Framework. BPA is not proposing to structure Tier 2 service a separate 

product or contract.  Currently, as the Regional Dialogue Contract is proposed, BPA’s 
customers will be offered a single contract that covers all of their firm power load purchases 
over the term of the contract.  Customers will be required to pay a single monthly bill for all
firm power and services, including power used to serve load above the HWM.  The computation 
of the monthly bill for service above the HWM would be based on the Tier 2 rate alternative(s) 
requested.  The Tier 2 rate application would simply appear as a line item in accordance with 
the TRM for the MW delivered above the HWM.  Because of this structure, any creditworthiness 
terms would need to apply to all power purchased under the contract since net requirement 
load is served on a holistic basis in the Regional Dialogue Contract, and not simply the Tier 2 
rate. 

• Historical Context. Over the past 70 years, BPA has relied on the ability of its utility 
customers to meter, bill, and collect money through retail rates to demonstrate their financial 
ability to pay BPA.  Eligibility and initial determination for the ability to pay was established as 
a prudent business practice since BPA began marketing federal power under the Bonneville 
Project Act.  Today, the financial ability to pay is part of BPA’s standards for service under 
section 5(b)(4) of the Northwest Power and Conservation Act.  Section 5(b)(4) states:

– sales shall be made only if the public body, cooperative, Federal agency or investor-
owned utility complies with the Administrator's standards for service in effect on 
December 5, 1980, or as subsequently revised.  

• At present, BPA is not proposing to revise its Standards for Service to include creditworthiness 
terms as a conditions of Requirements power service.
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Proposed Framework
Part A:  Amend or add the following contract provisions to Regional Dialogue Contracts (a 

redlined version is attached.  Note, these terms are NOT recommended to serve as a 
replacement for the creditworthiness terms in the Slice contract.

1.  From the 10/17/07 Master Template, maintain section 16(a) (a statutory provision that 
customers provide BPA with retail rate schedules) and update 17(c) to include a requirement 
that customers provide BPA with annual financial reports:

16(a) Retail Rate Schedules 
«Customer Name» shall provide BPA with its retail rate schedules, as required by section 5(a) of 
the Bonneville Project Act, P.L. 75-329, within 30 days of each «Customer Name»’s retail rate 
schedule effective dates.

17(c) Information Exchange and Confidentiality

Principle:  «Customer Name» shall provide BPA with annual financial reports

2. Amend Billing language from the 10/17/07 Master Template as follows:

11(d) Termination

If «Customer Name» is more than 45 days late from the Due Date in paying its bills under this 
Agreement, BPA may require additional forms of payment assurance acceptable to BPA.  If 
«Customer Name» does not provide such payment assurance and BPA determines in its sole 
discretion that «Customer Name» is unable to make the payments owed, BPA may terminate this 
Agreement. 
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Proposed Framework, continued…
3.    Amend 17(h) from the 10/17/07 Master Template to produce the following (Revised since 11/13/07):

17(h) Rate Covenant and Payment Assurance 
«Customer Name» agrees that it will establish, maintain and collect rates or charges for power and energy and 

other services, facilities and commodities sold, furnished or supplied by it through any of its electric utility properties.  BPA 
may require additional forms of payment assurance if:  i) BPA determines that such rates and charges may not be adequate 
to provide revenues sufficient to enable «Customer Name» to make the payments required under this Agreement, or ii) BPA 
has other reasonable grounds to conclude that «Customer Name» may not be able to make the payments required under this 
agreement.

Part B:  Add rate treatment language to REMOVE: [both the contracts and] the TRM in the event BPA 
terminates a customer’s Regional Dialogue contract per section 11(d) – The language would communicate 
that if BPA terminates the contract in accordance with section 11(d), the customer is not guaranteed the same 
contract HWM in a new requirements contract, should one be requested.  NEW: … because if HWM amounts 
are freed up due to termination BPA may establish a permanent reduction to the Tier 1 augmentation amount.  
Rate treatment will be left to future rate cases.  REMOVE: [Instead it will be treated as a new HWM request 
and the HWM allowances described in the policy for new publics would apply.  The TRM would note the 
inclusion of such customers for purposes of establishing augmentation amounts and setting HWMs]...

Additional Contract Provision to Explore. The following language was included as the General Contract Provision 
46 from the 1981 contract, but was not included in the Subscription contract.  
Separation of Electric Operation and Funds –

(a)– The Purchaser shall operates its electric system as a separate department from other utility functions, if any, 
and shall establish and maintain separate fund for the revenues derived from the operation of such system.  Such revenues 
shall not be commingled with funds or accounts of other departments, if any…
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Conclusion

Questions?  Comments?  

Next steps…
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